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By this Petition South Carolina Electric & Gas Company (SCE&G) seeks
Commission approval to add some $283 million in cost overruns to the previously
approved capital cost budget; and a scheduie delay of some eleven (11) months in the
completion schedule for its two unit V. C. Summer nuclear generating project. This
request is in addition to the $174 miillion cost increase previously sought and approved
by the Commission. These $457 million in cost overruns and the schedule slippage
come within only months of the US Nuclear Regulatory Commission license to begin
construction of the facility and presage cost overruns and delays yet to co:ﬁe.

Sierra Club asserts that because these construction cost overruns and schedule
delays should have been anticipated and established in the Company's initial Base
Load Review Act application, but were not, it would be imprudent to add them now to
the project capital budget or schedule for imposition on ratepayers. The costs of such
construction budget increases and schedule delays must properly be borne by the
Company’s' stockholders, should they choose to incur them now. In addition, material
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changes to the cost of this project and the availability of alternatives to this project for
meeting the future energy needs of the Company’s customers at lower cost and
ehhanced flexibility - including the collapse of the so-called “Nuclear Renaissance,”
and the dramatic reduction in the cost of natural gas and renewables - warrant a
thorough prudency review of the continued viability of going forward with this project.
The Commission should require the Company to conduct and submit a full prudence
review of abandoning the nuclear project in favor of a less costly alternative energy

resource plan.

1. THE BASELOAD REVIEW ACT PERMITS RECOVERY OF ONLY PRUDENTLY
INCURRED COSTS AND REQUIRES A PRUDENCE REVIEW OF GOING FORWARD
WITH THIS NUCLEAR GENERATING PROJECT. '

In this request for approval of cost overruns and schedule delays the Company
reflects a continuing flawed understanding of the limited extent to which the Baseload
Review Act has relaxed protections for ratepayers from imprudently incurred costs in
constructing new generating facilities. The Company continues to erroneously assert that
it may rely on mere estimates and contingent projected construction costs in place of
demonstrated prudent and reasonable capital costs; despite the decision to the contrary
by the Supreme Court in excluding such unproven contingencies from Baseload Act
approval.

Thus, in effect, the Commission has allowed SCE&G to increase rates so

that it can recover in excess of 438 million dollars in speculative,

un-itemized expenses with no mechanism in place to chalienge the

prudence of SCE&G's financial decisions. Accordingly, the Commission's

award of contingency costs to SCE&G directly conflicts with the two stated
purposes of the Base Load Review Act. For this reason, we find the
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General Assembly did not intend for SCE&G to recover contingency costs
under the Base Load Review Act.

SC Energy Users Committee v. SC Public Service Commission, 388 S.C. 486 at 496,

697 S.E. 2d 587 (2010). Further, the Company misapprehends the Baseload Act’s
burden of adhering to the approved construction cost and schedule initially deemed
prudent and reasonable, as adjusted by authorized inflation escalation factors, in order to
assure recovery of such capital costs from ratepayers. South Carolina Code (Supp.
2009) § § 58-33-270(B)(1) and 58-33-270(B)(2). Changes in the approved capital
budget and construction schedule may be approved only where they are not the result of
the Company’s failure to anticipate, avoid or minimize such.changes which are, therefore,
deemed imprudent. South Carolina Code (Supp. 2009) § 58-33-270(E)(1).

In cases where a party proves by a preponderance of the evidence that
there has been a material and adverse deviation from the approved
schedules, estimates, and projections set forth in Section 58-33-270(B)(1)
and 58-33-270(B)(2), as adjusted by the inflation indices set forth in
Section 58-33-270(B)(5), the commission may disallow the additional
capital costs that result from the deviation. but only to the extent that the
failure by the utility to anticipate or avoid the deviation, or to minimize the

resulting expense, was imprudent considering the information available at

the time that the utility could have acted to avoid the deviation or minimize
its effect. (Emphasis supplied).

South Carolina Code (Supp. 2009) § 58-33—275(E). Such cost overruns and schedule
delays- while perhaps required for completion of the project- must be borne by the
Company's stockholders and not its ratepayers where not prudently anticipated or
avoided. Here, the substantial cost increases associated with such changes as those to
the incomplete design for the reactor containment building; as well as the newly

determined need to increase staffing to properly address construction guality assurance




problems, are exemplary of cost overruns which should have been properly anticipated or
avoided. Such costs may of necessity be incurred in order to safely construct the nuclear
plant; but they must be borne by stockholders and not ratepayers under the limited risk-
shifting authority of the Baseload Review Act.

Lastly, the Company misapprehends the Baseload Act as relieving it of the
ongoing responsibility to reevaluate the prudency of going forward with the project in the
face of materially bhanged circumstances which undermine the prudence of the project
itself. Indeed, the Act expressly contemplates the prudent decilsion to abandon a nuclear
baseload project and the recovery of costs sunk into such a project to the point of such
abandonment.

Where a plant is abandoned after a base load review order approving
rate recovery has been issued, the capital costs and AFUDC related to
the plant shall nonetheless be recoverable under this article provided that
the utility shall bear the burden of proving by a preponderance of the
evidence that the decision to abandon construction of the plant was
prudent. Without limiting the effect of Section 58-33-275(A), recovery of
capital costs and the utility's cost of capital associated with them may
be disallowed only to the extent that the failure by the utility to

anticipate or avoid the allegedly imprudent costs, or to minimize the
magnitude of the costs, was imprudent considering the information
available at the time that the utility could have acted to avoid or
minimize the costs. The commission shall order the amortization and
recovery through rates of the investment in the abandoned plant as part
of an order adjusting rates under this article.

South Carolina Code (Supp. 2009) § 58-33-280.(K). Incrementally increasing the costs
of a project without considering the overall prudence of abandonment in favor ‘of less
costly alternatives simply represents throwing good money after bad. Here, the Company
has failed to even consider the fundamgntal prudence question of going forward until

forced to confront the material new facts regarding aiternatives presented by Sierra’s




expert, Dr. Cooper. The Company’s inadequate eleventh hour response falls far short of
the thorough , multi-variable analysis of alternatives necessary to meet its prudence ‘
burden under the Act. |

2. THE EVIDENCE IN THIS RECORD COMPELS A DENIAL OF APPROVAL FOR
THESE NUCLEAR PROJECT COST OVERRUNS AND SCHEDULE DELAYS.

SCE&G has petitioned the Commission to approve an additional $283 Million in
capital costs to be included to the utility’s BLRA order. The request includes costs
which SCE&G has incurred but for which it seeks approval as weli as costs that it now
anticipates it will incur in the future.

First, SCE&G seeks approval of Change Order 16 which formalizes certain
agreements entered into among SCE&G, Santee Cooper, and Westinghouse/Shaw
that resolved claims by Westinghouse/Shaw for additional costs associated with four
matters:

1. The shield building for the AP 1000 unit as it had been
redesigned to increase its resistance to aircraft impacts;

2. Rescheduling the construction plan for the units to take into
account the approximately nine (9) month delay in the issuance of the .
COL;

3. The structural modules for the project, as redesigned, using
higher strength steel than was originally specified, among other changes;
and

4. Responding to unanticipated rock conditions at the
foundation of Unit IL.

(Byrne Prefiled Direct Testimony at p. 20, il. 1-14)




The settlement costs total $137.5 Million which SEC&G seeks to recover in rates
in this docket.

Second, SCE&G seeks to include an additional $131.6 million in owner's
costs in its Base Load Review Order in thié Application. [t should be noted that
the Commission by Order 2011-345 issued May 16, 2011, authorized SCE&G to
include $145 million in owner's (‘;OStS. Just nine (9) months later, SCE&G
presents itself before this Commission seeking an additional $131.6.million.

In particular, the additional owners’ costs can be found at Chart B found in
Ms. Walker's Prefiled Direct Testimony at Page 12, line 6. These costs are
generally for increased IT infrastructure including licenses, hardware, software
and implementation costs, additional labor or employment costs and additional
facilities costs.

In addition, increased proposed transﬁnission costs of $7.9 million and
other change orders of $5.9 million, together with the $137.5 Million in Change
Order 16 and the ﬁroposed additional $131.6 million in owner’s costs, constitute
the total additional $283 Million in capital costs sought to Ee included to the
utility’s BLRA order. Walker, Prefiled Direct Testimony, Chart A, p. 5.

Ms. Walker testified that SCE&G created the owner's cost estimates in its
2008 BLRA Application while it was evaluating nuclear generation options and
negotiatihg the terms of the- EPC contract. Ms. Walker points out that most
recently, SCE&G sought and obtained an additional $145 million in owner’s costs
in Docket 2010-376-E. Ms. Walker testifies that the owner's cost fiéures
approved in that docket were baséd on a “detailed staffing plan, the project
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budget and a cost center by cost center review of the cost of the project that had
been compiled during the period 2008 through 2010. (Walker Prefiled Direct
Testimony at p. 8, lines 19 through p. 9 line. 7) According to Ms. Walker, the
request of an additional $145 million in owner’s costs in Docket No. 2010-376-E
was required because SCE&G had lost the use of the contingency fund
approved in Order No. 2008-104A which was disallowed by the South Carolina
Supreme Court in South Carolina Energy Users Committee vs. The South
Carolina Public Service Commission. (Walker Prefiled Direct Testimony at p. 9,
lines 8-14) Ms. Walker further testified that since Order No. 2011-345, SCE&G
has continued to “review, refine and update these owner’s cost projections” and
consequently the utility has identified an additional $13ﬁ, 624,000 in owner's
costs. (Walker Prefiled Direct testimony p. 10, line 1- p. 1‘1, line 12). In fact, Mr.
Byrne testified that SCE&G anticipates that its annual review of owner's costs for
the nuclear generating plants will require SCE&G to come inon a reQuIar basis
to petition the Commission annually to request additional owner's costs be
placed in rates ( Tr_. p. 326, lines 14-18). Indeed, Mr. Marsh characterized all but
$18 million of the $283 million in cost increases as not “cost overruns” at all but
merely the same “contingency” costs which the Supreme Court excluded from
the initial baseload approval.

| don’t agree with that, because the petition we put

before the Commission included a line item for

contingencies, which we anticipated we would use

those funds for items such as the ones that make up

the 174 and the 283 that we're talking about today.

So to call those cost overruns - -all | would concede

would be cost overruns would be the additional $18
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million, which we believe is prudent, which we've got
testimony to support today, and not the whole
amount.
Marsh, Tr. 91, lines 15-23.
Mr. Marsh’s testimony reflects a fundamental misapprehension about tﬁe
Company's prudence burden under the BLRA as explained by the Supreme
Court. The Company's failure to specify the anticipated “contingency” costs in
its initial baseload application; and its subsequent failure to specify the additional
$283 million in new overruns when it came back for only $174 million in
“contingencies” last round, should preclude appm\}ai of these cost overruns now.
Sierra Club expert Dr. Mark Cooper testified that in spite of all the
remarkably favorable treatments of nuclear reactors under the BLRA, the
Company has chosen to leave the safe harbor of the initial prudence review and
seek recovery of a massive cost overrun. In Dr. Coober’s opinion such cost
overruns are imprudent within the terms of the advanced cost récovery
language of the statute. The statute did not intend to give‘ the utility a blank
check. Cost overruns must be just, reasonable and demonstrated to be prudent.
Cooper Prefiled Direct Testimony, p. 21.
The Company originally sought approval of the project on the basis of a
cost estimate and then revised it upward after the contingency cost pool was not
allowed. Given the special freatment of costs under the BLRA, cost increases

demand close scrutiny, to avoid a strategy in which the utility locks in sunk costs




with fow-balf estimates and puts pressure on regulators to approve a series of
“small” cost overruns.

The fact that the company identifies a series of risks associated with the
construction of nuclear reactors did not excuse it from properly evaluating and
incorporating those risks into the initial cost estimate and bearing. If they can
shift the risks to ratepayers, they will be inclined to make more risky decisions
than they would if they had skin in the game.

The fact that the company identifies a series df risks associated with the
construction of nuclear reactors does not exempt it from bearing some of the
costs of those risks. It earns a full rate of return on its carpital, which is supposed
to reward it for risk, and has been afforded a variety of other incentives to invest
in nuclear. Cooper Prefiled Direct Testimony, pp. 21-22.

The excuses the Company gives for the cost overruns are
characteristics of the nuclear construction process that are well known and have
been recognized for decades. They were identified by analysts of the current
building cycle early on. Prudent decision making would have taken these factors
into account when the proposa? was presented to the Commission. The risks
that the utility identifies aﬁd now wants to péss on to the ratepayers were well
known before they made the cost estimate on which the reactors were approved
and before they signed the EPC contract: |

1. The fact that there would be difficulties in finding adequately

qualified and trained personnel was wideEy recognized.

2. The fact that the supply chain was étretched thin was widely
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recognized.

3. The fact that there would be bumps in the road of regulatory
approval was also certainly predictable. The failure to comply with
NRC requirements is the responsibility of the utility, not the
ratepayers or the NRC.

4. Given the history of nuclear reactor construction in the U.S. and
around the world, the fact that requirements would evolve over time
should have been foreseen and included in the cost estimate.

Cooper Prefited Direct Testimony, pp. 22-23.

The fact that SCE&G hoped others would help to defray the cost of
developing a completed design was poor judgment on its part. Its cost estimate
should have reflected the possibility that it would need to complete the project on
its own. Hoping that five utilities would share the costs of finishing the design
work was a risk the utility chose to take. The fact that the vendor apparently
scuttled that approach by refusing to allow companies who had not signed an
EPC to continue to participate in the design work (by not allowing them to see
confidential information), only compounds the imprudence. Here we have a
gamble by the utility that went bad as a result of unilateral action by the vendor,
perhaps in an attempt to close sa[és, but the ratepayers are asked to pick up the
tab. |

- The utility has discovered that its information technology (IT) systems are
outdated and need to be updated. Unit 1 requires the upérade, which wouild be
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reviewed in a general rate case. Antiquated IT costs are shifted from Unit 1,
where they would be subject to routine cost recovery, into the Base Load Review
Act proceeding (Walker, Prefiled Direct Testimony, p. 15) -

The decision to shift cost from its partners in the project to SCE&G
ratepayers without providing any benefits to offset the costs is unjustified and

demands extreme scrutiny.Cooper Prefiled Direct Testimony, pp. 22--23.

| The allocation of the burden of risk in the cost overruns is not just,
reasonable and prudent. The Company has shouldered none of the risks. The
Company points out that it negotiated a reduction in the vendor's claim for
additional costs. Compared to the costs that the utility has asked ratepayers to
cover, the utility has asked for ratepayers to pick up six-sevenths of the total cost

overruns. The utility. has shouldered none of the costs as Table 1 shows:

Table 1: Allocation of cost Qverruns

Change Owner Transmission Total
Orders Cost
Vendor $76 0 0 76
Ratepayers $156 276 21 . 453
Owner $0 0 0 0

As Dr. Cooper’s discussion of the role of prudence review above makes
clear, producers are likely to bear some or all of the risk of cost overruns in

competitive markets. Given that the utiiity is guaranteed a full rate of return in
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advance, allowing it to avoid any share of the cost overruns insulates it from the
risks that ratepayers and even the vendors are bearing. Cooper Prefiled Direct
" Testimony, pp. 23-24.

In Dr. Cooper's opinion many of these risks were known and should have
been factored into the Company’s original cost projections. Dr. Cooper has
done extensive analysis of both the long-term history of nuclear construction and
the development of the recent nuclear construction propoéats. His analysis
indicatés that every one of the causes of the cost overruns here should have
been quite evident to a prudent utility at the outset. The Company charged
ahead with a low ball estimate in spite of this clear evidence of risk,
underestimating the costs, which it now seeks to recovery through a third bité at
the apple.

Dr. Cooper presents a comprehensive view of U.S. nuclear construction
cost estimates and actual costs, which he began compiling in 2009 to evaluate
the question of whether nuclear cost escalations are predi-ctab[e, Hearing Exhibit
10, MNC-10. Not only was the tendency for cost escalation known from the first
generation of nuclear reactor construction, the recent cost estimates had shown
a similar tendency from the beginning of the so called “nuclear renaissance”
through 2008 when the Company put forward its cost estimate here. By
comparing cost escalation inr France and the U.S., as shown in Hearing Exhibit
10, MNC-11 and analyzing the fundamental problem that safety poses for
nuciear power, he shows that the cost escalation problem is endemic to the

technology.
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The fact that there would be particufar challenges in restarting a nuclear
construction sector in the U.S. was well known at the time the Company |
prepared its initial estimate. The Keystone Center’s study of nuclear power’
pointed to “a recent nuclear industry conference that was covered in a February
2007 story in Nucleonic Week that ran under the headline “Supply chain Could -
Slow the Path to Construction” and a January 18, 2007 story that ran under the
headline “Vendors Relative Risk Rising in New Nuclear Power Market,” in regard
to labor shortages.

By rushing to be arhong the first in line, for a design that had not been
approved or implemented in the U.S., the Company took on extraordinary risk,
that it failed to include in its initial cost estimate. It now se-eks to impose the
costs of its imprudently rosy initial cost projection with approval of cost overruns.
If more than $450 million of cost overruns had been included in the initial cost
estimate, the Commission might well have concluded that nuclear reactor
construction was not just, reasonable and prudent, even with the assumptions
about high gas and carbon costs.

Subsidiéing the revival of the nuclear construction sector was not rthe
intention of the BLRA. The project must be just, reasonable and prudent by the
traditional standards and the utility was obligated to factor those risks into its
initial cost projection. Cooper Prefiled Direct Testimony, pp. 24-26.

Iindeed, the imprudence of nuclear construction is weli recognized

within the utility sector. Ironically, the three utilities that the vendor blocked from
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working on the completion of the design were excluded because they had
decided not to sign an EPC and move éhead with construction. In fact, the vast
majority of projects that were under consideration when SCE&G signed its EPC
have been cancelled or are dormant. SCE&G’s public sector partners have been
reducing their take of power from the project at a rapid pace. General Electric,
one of the largest vendors of generation technologies with a broad portfolic of
wind, gas and nuclear has concluded that nuclear is much less attractive than
gas and wind. The EIA, Exelon and PJM analyses reach a similar conclusion, as
do a number of other regulatory bodies and Wall Street analysts. Cooper Prefiled
Direct Testimony, p. 25.

Dr. Cooper’s opinion that the Company’s agreement to the EPC
was an imprudent “rush to judgment” or a rush to get to the head. of the line is
confirmed by developments since the Company initially characterized the risks
involved in this nuclear project.

The primary rationale for signing the EPC early offered in the risk
assessment that Mr. Byrne attached to his rebuttal testimony, Hearing Exhibit 2,
SAB 4, has evaporated as the bubble of the nuclear renaissance burst. Rather
than a rush of orders (p. 1, 3, 6), which the utility considered a threat to increase
costs, there has been a mass abandonment of projects, including the refe.rence
design project (p.2). Design revisions have increased by almost one third (p. 2).
Licensing has been delayed because of substantive design problems {p. 3-4).
The availability of qualified personnel has clearly been a problem (p. 8), as have

manufacturing and quality issues (p. 7). The collaborative effort to defray the
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cost of compieting the design has collapsed. These are the difficulties that have
led to an increase in the cost estimate. Being first in line will cost ratepayers
dearly. Given the collapse of the nuclear renaissance, if anyone were ordering
new reactors toady, they might get a lower cost because demand is so slack and
the early reactors have borne the brunt of the learning costs, but the economics
of new nuclear construction has turned so sour that new orders are not being
placed. Cooper Prefiled Surrebuttal Testimony, p. 3.

Tellingly, the ORS witnesses, Jones and Powell, while opining that the
cost overruns are “reasonable” in light of the need to safely construct the facility
with tightening regulatory requirements and identified quality problems; nowhere
express the opinion that imposing such cost overruns on ratepayers would be
“‘prudent” as réquired by the Baseload Review Act; nor do the ORS witnesses
provide any analysis or express any opinion as to whether any of these costs
should have been anticipated, avoided or minimized at an earlier time, as
required by the BLRA.. Eg. Jones, Prefiled Direct Testimony, p. 15, lines 9-12.
Moreover, ORS witness Jones cautions that the Company’s revised construction
schedule is “aggressive and ambitious” without precedent at “any modern
nuclear power plant in the United States:” presenting “a risk to on-time
completion of the Project.” Jones, Prefiled direct Testimony, p 7, lines 18-22.
Such an incomplete prudence assessment and cautionary warning by ORS of
the risk of costly delays to come further undermine.approval of these cost

overruns.
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3. THE EVIDENCE IN THIS RECORD OF MATERIAL CHANGES IN THE
COST OF THE PROJECT AND ALTERNATIVES COMPELS A MANDATE FOR A
THOROUGH, MULTI-VARIABLE PRUDENCE EVALUATION OF THE .
ABANDONMENT OF THIS NUCLEAR PROJECT IN FAVOR OF LOWER COST
ALTERNATIVES.

Despite Company CEQO Marsh’s admission that material changes in the
cost of this nuclear project and alternatives should prompt a reevaluation of the
prudence of going forward versus abandonment, no such thorough prudence
review has yet been provided by the Company. The overwhelming evidence in
this record of material changes which have increased the cost of this project
while decreasing the cost of avaiiable alternatives warrant a Commission
directive to the Company to promptly undertake and submit such a
comprehensive prudence evaluation.

Witness Marsh characterized the necessary evaluation of both the initial
decision to undertake this project as well as a comparable thorough evaluation of
the going-forward decision as requiring a “complex, multi-scenario a.nalysis of
generating options for the company,” Marsh, Tr. 100, lines 21-24. Mr. Marsh
acknowledges that the Company had submitted no such revised analysis to
ORS or the Commission prior to this proceeding since the initial Baseload Act
application.

We have not, because we didn't believe it was required, and based

on our experience in the industry we didn’t think anything had

changed to the point or would rise to the level of significance that
would require us to do so.

Marsh, Tr. 106, lines 11-15. Indeed, it was not until after Sierra’'s expert, Dr. Mark
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Cooper submitted his prefiled Surrebuttal Testimony and Exhibits in this very
proceeding, that any going-forward evaluation of this project of any sort was
undertaken by the Company and provided to the Commissihon.

We have done that. It was clear, after we got the surrebuttal from

Dr. Cooper, that he was not satisfied with the responses we had in

our testimony and our rebuttal testimony, so 1 did instruct Dr. Lynch

to go back and update the study that was done in 2008 that had

served as the basis for making the decision to move forward with

nuclear as the best aiternative for our customers. He did the study.
Marsh, Tr. 103, lines 17-24. Witness Lynch’s “Comparative Economic Analysis of
Completing Nuclear Construction or Pursuing a Gas Resource Strategy,” Hearing
Exhibit 9, was served and filed on September 27, 2012, only two (2) business days
before this hearing. Marsh, Tr. 104, lines 19-24.

While the Lynch analysis, by its own terms purporting to focus only on a
single gas alternative, falis far short of representing the “complex, multi-scenario-
analysis of generating options for the company,” deemed necessary even by the
Company; its submission represents a tacit admission by the Company that,
indeed, just such a thorough prudence review of this project is now wérranted.
Before approving any further cost overruns or schedule delays for this project the
Commission should require submission by the Company of just such a thorough
prudence review. |

Implicit in determining whether incurring specific cost overruns are
“imprudent,” within the meaning of the BLRA, South Carolina Code (Supp. 2009)
§§ 58-33-270(E)(1) and 58-33-275(E), must be the more fundamental quéstion-of

whether incurring any additional costs for completing the project would be

imprudent. Would it be prudent to instali new brakes on a car which has been
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totaled in a collision? Would it be prudent for Ford to complete construction of a
new Edsel assembly factory after the market for the Edsei has collapsed? Ina
regulated utility environment, no less than in a competitive market, the going-
forward decision for a project must always be subject to change. Failure to
impose such prudence discipline on management will come at the expense of
either corporate profits or the unjust costs imposed on captive ratepayers. [tis the
Commission’s responsibility under the BLRA to ensure that SCE&G ratepayers do
not bear the costs of the Company’s imprudence.

Thus, the goal of i.the Base Load Review Act is two-fold: (1) to

allow SCE&G to recover its "prudently incurred costs" associated

with the nuclear facility; and (2) to protect customers "from

responsibility for imprudent financial obligations or costs.”

SC Energy Users Committee v. SC Public Service Commission, 388 S.C. 486 at

495, 697 S.E. 2d 587 (2010).

Sierra Club’s expert witness, Dr. Mark Cooper, demonstrated the
regulatory principles supporting a Commission prudence rémedy. The task of
public utility commissions is generally to ensure that the utility delivers the least
cost power, subject to the need for reliability and other considerations, since that
would be the outcome in the marketplace. Competition drives the iéast cost,
most efficient technology to the consumer. Emulating a competitive market, the
public ;ttility commission will consider whether the costs the utility seeks to
recover from ratepayers are “just, reasonable and prudent.” The commission
oversees the decision about which technologies to use an‘d which costs utilities

are allowed to recover. Even where the construction of new facilities takes place
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within the parameters of an Integrated Resource Plan, which is a long term
energy plan, the fact that the utility has been told or allowed to build a certain
type of plant does not alter the fact that the costs cannot be recovered from
ratepayers until the plant is used and useful and the cost (including the return on
investment) are found to be just, reasonable and prudent. Cooper, Prefiled
Direct Testimony, pp. 9-10, Tr. 949, et seq.

These two principles ‘of utility regulation protect consumers from different
potential abuses. Used and useful ensures that ratepayers receive service in
exchange for the recovery of costs, while prudence ensures that the costs
recovered are not excessive. If projects are cancelled or abandoned they do not
become used and useful and their costs would not normally be recovered in the
marketplace (except if all sellers suffer similar problems, in which case all sellers
in the market will put their prices up to cover the costs). However, utilities ma'y
recover the costs associated with abandoned projécts, if they can show that the
decision to commence the prbject was prudent and the causes of the termination
of the project were not imprudence on the part of the utility.

Allowing utilities advanced cost recovery dramatically alters the
aforementioned consumer protection process in a number of ways. The utility
gets to charge ratepayers before the plant is used and useful. In the case of
Soqth Carolina, the recovery of approved costs is guaranteed, even if the reactor

is not completed.
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Advanced cost recovery with a guarantee of recovery shifts the risk of
construction so dramatically fhat it provides a strong ihcentive for utilities to
pursue the technologies that have been favored by legislators.

By conferring a special advantage on nuclear, it distorts the utility and
regulatory decision making process and gives utilities an incentive to choose
inQestments that yield higher, guaranteed returns, eveﬁ where the investments
are not the lowest cost option.

Shifting the risk of nuclear reactor construction onto the backs of
ratepayers creates ah ongoing problem because it diminishes the incentive to
drive a hard bargain with vendors or joint owners that recovers cost overruns
from them rather than ratepayers..

Pre-approving and guaranteeing costs creates a large quantity of sunk
costs. Utilities can “nickel and dime” the Commission to death wi{h a series of
“small” cost overruns, which the commission may feel pressured to approve,
since so much has been sunk.

Because the technologies that tend to be favored by advanced cost
recovery are very large central station technologies, utilities favor them, because
they increase the rate base and inflate stockholder income.

Nuclear projects are so large that management tends to become totally focused
on the single large project and to disregard or resist alternative projects.

Utility management may even have an incentive to oppose aitérnatives
that might reduce the need for the large central station facilities. Cooper, Prefiled

Direct Testimony, pp.10-12.
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This general view of advanced cost recovery is consistent with the Base
Load Review Act. On the one hand, the BLRA gave strong incentives for the
utility to choose to build nuclear reactors to meet the future need for electricity.
The statute gave a utility investing a new nuclear reactor a remarkably good
deal: advanced cost recovery, no challenge of individual cost elements as
imprudent, guaranteed cost recovery as long as the utility adhered to the
construction schedule and cost estimates, flexible scheduling contingencies, an
automatic rate of inflation; the choice of advanced cost recovery or normal utility
cost recovery; the full commission- approved rate of return, even though
substantial risk had been transferred to ratepayers through all of the above
mechanisms; and allocation of recovery of costs of a base load facility according
to peak load demand.

On the other hand, the BLRA did not alter the definitions of just,
reasonable and prudent. The initial decision to build a reactor with advanced
cost recovery is subject to the traditional principles that require the costs
associated with the project to be just, reasonable and prudent, even though that
decision was before the reactor became used and useful. - The BLRA required
cost increases to also be subject to full prudence review.

Having opened the door to a prudence review by seeking to recover cost
overruns from ratepayers, the underlying statute also requires that the cost
overrun be considered in the broader context of the overall project. While the

Commission need not ook back to disallow any costs that have already been
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deemed prudent by the initial ruling, it must ask whether further costs should be
incurred. The statue allows all costs that have been approved to be recovered,
but that does not stop the utility from deciding not to incur additional costs, if the
project is no longer the least cost alternative, nor does it preclude the
Commission from examining the new, higher cost of the total project as part of its
prudence review of the incremental cost overruns. Cooper, Prefiled Direct
Testimony, pp. 12-13.

Prudence requires decision makers to base their decisions on what we
know today. The imprudence of continuing construction is clear if the decision
maker recognizes the full range of alternatives available, acknowledges the
continuing risk of nuclear construction cost overruns, matches supply and
demand, and amortizes sunk costs in a manner that balances the interests of
stockholders and ratepayers. The company has failed to do so, but the South
Carolina Public Service Commission must. |

Taking this prudent approach, which is widely recognized in the industry,
the ratepayers of South Carolina will save billions of doliars, reduce their carbon
footprint, and preserve their flexibility to respond to the climate policy that is
actually adopted. The South Carolina Public Service Commission shoﬁld find

that continued construction is imprudent because:
-The reactors have not been economic for years.
-The failure to re-examine the economics of nuclear construction is imprudent.

The failure to conduct a rigorous and reasonable analysis is imprudent.
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In Dr. Cooper’s opinion construction of Summer 2 & 3 is no longer the

least cost approach to meeting the need for electricity in South Carolina.

Dr. Cooper concludes that Summer 2 & 3 wili cost SCE&G ratepayers far more
than readily available alternatives. His preliminary estimates adjust the original
estimates from the BLRA proceeding. Since the company analysis focused on
natural gas .as the primary alternative, he provided estimates of the cost of
nuclear compared to gas in light of the dramatic decline in projected gas prices
and the absence of a carbon “tax.” Recent developments make the assumption
of high gas prices and high carbon taxes that were central to the economic
ana!ysis in 2008 very doubtful at best. Using current vaiu‘es, levelized cost of
Summer 2 and 3 is likely to be $8 billion more than the cost of natural gas.
Other factors like faliing demand and declining cost of alternatives, could lower
the cost of meeting the need for electricity with aEternatives even more. Si_mpiy
put, Summer 2 & 3 are far from the least cost option, even under the more

severe conditions that result from the BLRA.

Dr. Cooper’s evidence is only suggestive because SCE&G has not done
the detailed economic evaluation as it should and because many of the factors
that will affect the final sunk costs are hidden behind a veil of confidential
secfecy. The magnitude of the sunk costs and other obligations that SCE&G
has incurred with the execution of the project to date is unclear, but there is a
good chance that they are substantially less thén $8 billion, which means that the

ratepayers would be better off if the Utility abandoned the project.
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Dr. Cooper bases these statements on the comparison with gas, since
that was the primary alternative the Company identified when it sought cost
recovery for the project; but there couid be even less costly options available
today that a comprehensive economic analysis of all the options wouid reveal.
Unfortunafely, the utility has failed to present an economic analysis of the overall
project. 1t should have done so in its Integrated Resource Plan; it did not. [t
could have done so as part of this proceeding; it did not. Dr. Cooper

recommends that the Commission order it do so as part of this proceeding.

Time is of the essence. Because of the structure of the BLRA, the longer
the utility delays in accepting the fact that the nuclear reactors are no longer the
least cost option, the heavier the uneconomic burden that will be placed on
ratepayers and the state economy. Under the BLRA, the utility can charge
ahead and complete the project in spite of the fact that it is not economic and
there is nothing the Commission can do to stop it from recovering'the costs
approved up to the original cost (with inflation adjustments). What the
Commission can do to protect the ratepayers from harm, is to require the
Company to do the proper economic analysis and reject the recovery of cost
overruns, since increasing the cost of a project that is already not economic is

the height of imprudence. Cooper Prefiled Direct Testimony, pp. 6-8.

The collapse of gas prices has been dramatic, tied to a technological
breakthrough in drilling which has dramatically increased the availability of

natural gas.
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Exhibit MNC-1, Hearing Exhibit 10, sheds light on this dramatic shift. it
reproduces the gas price projection from the 2008 proceeding and overlays the
most recent projection from the Energy Information Administration. The
evidence in the 2008 proceeding calculated the increase in annual levelized cost
_ if natural gas was 25% ﬁigher than the baseline, at $53.4 million per year. The
current EIA projection is 62% lower than the baseline. The levelized cost of the
natt]ral gas scenario at the EIA projected costs would be about $132 million less
per year. Since the 2008 baseline natural gas scenario was $15 million per year
higher than nuclear, at curre;'lt EIA projected prices natural gas would be about

$115 million per year lower.

Exhibit MNC-2, Hearing Exhibit 10, shows that the EIA projections are
consistent with the current futures market. Today one can buy natural gas
futures for 2020 delivery at a fraction of the level used in the 2908 anailysis. The
long run history of natural gas prices shows that the very high prices of the 2005-
2008 period when the policy and analysis of nuclear reactors was being written
were an aberration, the exception, rather than the rule. Cooper Prefiled Direct

Testimony, pp. 14-15.

In addition, the reduction in escalation as a result of general economic
conditions would apply to non-fuel costs for the gas plant. The Company
projects a significant reduction in those non-fuel costs of nuclear construction
and compares that to Dr. Cooper’s estimated natural gas fuel cost savings. The

Company pointé out that fuel costs are a larger part of total gas costs than fuel
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costs are of nuclear. However, the company’s own estimate shows that non-fuel
costs are still important in the total gas cost. For nuclear, fuel costs are 13% of
total costs, while for gas fuel is 41% of gas costs (Marsh, Prefiled Rebu{tal
Testimony, p. 7). If we assume that the non-fuel component of gas generation
has enjoyed a similar reduction due to the general economic conditions, the
propc;rﬁonate reduction in revenue requirement for the non-fuel component
would be about $200 million, as described in Attachment MNC-R-1, Hearing
Exhibit 10. Combining the fuel and non-fuel cost savings from natural gas,
compared to nuclear, gas would still beat nuclear by a wide margin. The
economic advantage of gas could more than offset the sunk costs that the utility
is allowed to recover, leaving the ratepayers better off as a result of the decision

to abandon the project. Cooper, Prefiled Surrebuttal Testimony, p. 5.

The Base Load Review Act carved out a limited safe harbor for nuclear
reactor construction by suspending the used and useful standard and
guaranteeing advanced recovery of costs that had been approved. It was not a

blank check.

-It preserved the prudence review of proposals,
- - It required cost overruns to be found not imprudent, and

- It left the general utility regulatory principles of just reasonable and prudency in

place.
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The South Carolina Supreme Court affirmed this view of the Act when it
disallowed a large contingency cost fund that the company had proposed
because it did not identify specific costs that were to be recovered. SC Energy

Users Committee v. SC Public Service Commission, 388 S.C. 486 at 496, 697

S.E. 2d 587 (2010). Prudence in the competitive markets, which utility regulation
seeks to emulate, is a vigilant and rigorous task master. An investor must
evaluate decisions constantly to ensure that what seemed reaéonable yesterday
is reasonable today in light of current facts and knowledge. A project tha_tlis no
longer prudent must be abandoned because its costs will not be recoverable in a
competitive market, unless everyone else makes the mistake of continuing with

uneconomic investments.

The rush by South Carolina Electric and Gas to sign an early contract
and lead the “nuclear renaissance” was swiftly rendered uneconomic by dramatic
changes in the marketplace and developments in electricity technologies. The
assumptions on which SCE&G relied to justify the construction of two reactors

proved to be wrong. [t assumed

High demand growth

High gas prices

High carbon taxes

A stampede of orders as a result of the nuclear renaissance

Smooth approval of new, untested nuclear designs
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Although every one of these assumptions proved to be wrong and 90 percent of
the other utilities that had contemplated building new reactors changed their
minds, the CEO of South Carolina Electric and Gas said there was no reason to
re-examine the decision to build two new reactors. Reflecting this view, the
direct and rebuttal testimony of the company contained ho analysis at all to
demonstrate the prudence of continuing to construct the reactors. it was only
after the company reviewed Dr. Cooper's surrebuttal testimony that it felt
compelled to prepare an economic analysis of the construction of Summer 2 &3.

Cooper, Tr. 936, et seq.; 940-949; 994-1001.

The eleventh hour report entitled Comparative Economic Analysis of
Comp!eting Construction or Pursuing a Gas Resource Strategy is fundamentally
flawed, as was the original analysis, in numerous conceptual and methodological
ways. These flaws have been magnified by the marketplabe, technology, and
palicy developments of the past four years. Under the Base Load Review Act,
we cannot look back to evaluate prudence, but we must look forward. Even
today, with $2 billion sunk in the Summer 2 & 3 reactors, the ratepayers of South
Carolina will be best served if the construction .is cancelled and lower cost

alternatives are used to meet the future need for low carbon electricity.

“The Company's comparative analysis rests on the assumption that the
only way to decarbonize the U.S. economy and the electricity sector is to impose
a large direct tax on carbon. There is a growing body of economic theory and

evidence that the most effective way to decarbonize the economy is not to
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impose massive taxes on carbon, but to target subsidies and incentives at low

carbon resources. This is more than just theory, it is the policy reality.

The piece of climate change legislation that 6ame closest to being

~ enacted into law contain substantial mandates for efficiency and renewables, '
which would have dramatically reduced the need for central station generation
like nuclear reactors. Moreover, since the climate change legislation stalled, the
Environmental Protection Agency enacted standards to reduce carbon emissions
from coal plants; the Department of Energy adopted standards that wiil
significantly raise the efficiency of appliances; and ASHRA building code

recommendations will dramatically increase the efficiency of buildings.

The Company focused primarily on two options — nuclear and natural gas
— and ignores a host of alternatives that are preferable to both. These are thé
very alternatives that economic theory, policy “reality ahd portfolio management
practice indicate are preferable. Excluding all the other options dooms the

analysis to fail as the basis of a SCPSC decision.

The company rushed to sign a construction contract before the design
was approved or the costs were known. Committing to a risky, uncertain, high
cost, inflexible long-lived asset that requires a long lead time is exactly the wrong
strategy in an uncertain environment. Prudent investors should hedge their bets
and buy time to have better information by seeking projects with smaller

commitments and shorter lead times.
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-The empirical analysis is fundamentally flawed because it excludes from
consideration the mast important variables. By focusing on only two options, low
cost aiternatives, other than gas, are not considered. The company examines 27
sensitivity analyses with identical quantities of nuclear and natural gas capacity,
but never considers alternative scenarios with more efficiency (less need for

capacity) or a greater contribution of renewables.

Althou_gh the company repeatedly points out that nuclear construction is a
very risky undertaking and refuses to commit to a specific cost figure, its analysis
assumes that nuclear construction is risk free. The analysis does not include
any écenarios in whrich there will be further cost overruns. Historical and
contemporary experience suggests that the construction phase is the most prone
to overruns. Yet Company witness Lynch concedes that assuming even a 10%
increase in nuclear costs would adversely impact his comparative analysis.

Lynch, Tr. 918, lines 9-13,

Generation capacity is assumed to be fixed, regardiess of changes in
demand. Even though natural gas generation can be added in smaller
increments, such as those units in the 400 MW range or less identified by
witness Lynch, now on the Company system, Lynch, Tr. 924, lines 16-24, with
shorter construction intervals, but the Company assumes that it will be added in
exactly the same amount at exactly the same time as the nuclear units. As a
result, the construction costs of natural gas are fixed at an unrealistically high

level.
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The nuclear construction scenario increases the reserve margin above
traditional levels and the Company imposes this excess capacity on the natural

gas scenario. - Significant potential capital cost savings are ignored.

The costs that have been sunk in the construction project, which must be
paid under the Base Load Review Act, are assumed to be paid in a manner that
maximizes the burden on ratepayers (and maximizes the income of the
Company). This raises the cost of the gas scenario. Historical experience
suggests that abandonment costs should be {reated in a manner that treats
stockholders and ratepayers in a more.balanced manner, a possibility that is
contemplated by the Base Load Review Act. Cooper, Tr. 936, et seq.; 940-949;

994-1001.

It its beyond serious dispute that material changes have occurred since
the initial decision to was made to undertake this project Which have significantly
increased its cost while the cost and availability of alternatives have significantly
declined. Despite the Combany’s recognition that such materially changed
circums’;ances warrant the conduct of a “complex, multi-scenario analysis of
geperating optiohs for the company,” no such analysis has been performed for
review by the Commission. The eleventh-hour ‘comparative Economic Analysis” .
reviewed only a single alternative strategy and suffered from numerous other
analytical flaws and limitations. The Baseload Review Act prudence standard
requires the conduct of such a comprehensive aiternatives review in order to

adequately protect the interests of ratepayers *from responsibility for imprudent
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financial obligations or costs.” SC Enerqy Users Committee v. SC Public Service

Commisgsion, 388 S.C. 486 at 495, 697 S.E. 2d 587 (2010).

CONCLUSION
For the foregoing reasons the Commission should:

1. Deny the Petition of South Carolina Electric & Gas Company for
approval to add some $283 million in cost overruns to the previously approved
capital cost budget and a schedule delay of some eleven (11) months in the
completion schedule for its two unit V. C. Summer nuclear facility project. Such
construction cost overruns and schedule delays should have been anticipated
and established in fhe Company’s initial Base Load Review Act application; and
it would be imprudent to add them now to the project capital budget or schedule

for imposition on ratepayers.

2. Based onlthe evidence of material changes in the cost of this project
and the cost and availability of alternatives to this project for meeting future
energy needs of the Company’s customers at lower cost and enhanced flexibility
the Commission should require the Company to conduct and submit a full
prudence review of abandoning the nuclear project in favor of a less costly

alternative energy resource plan.
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